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Abstract 
The changing economic drivers at the end of the 1990’s led business and governments to focus on 
their property procurement strategies.  Many governments globally adopted a market driven approach, 
subjecting non-core service delivery to competitive tendering and contracting with many services 
outsourced to the private sector.  Australia readily adopted the new market approach and each State 
has to varying degrees implemented new strategies.  The Commonwealth Government set about a 
major property review implementing a user pays market system followed by a comprehensive 
outsourcing of commercial property.  This paper examines the property evaluation process and 
critically reviews  the disposal  processes adopted.  It shows where lack of forward strategic planning  
led to a significant loss of value to the public purse.  The paper concludes with a recommendation that 
public sector authorities establish a clear strategic approach rather than adopt a chop and change one 
led by management fashion.  
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Introduction 
As facilities managers we are all aware of the rapid changes within our industry and 
the growth of our profession over the past couple of decades.  The focus by 
business, brought about largely by economic forces on its operational assets, has 
seen a dramatic shift in the way that these assets are owned and operated.  A similar 
and oft more dramatic revolution has occurred in the provision of operational facilities 
within the public sector.  These changes in public sector property resourcing 
strategies have occurred across much of the developed world. In Australia, in typical 
Aussie style, management has whole-heartedly embraced the global trend and 
moulded and adapted it to our particular circumstances.  This paper seeks to identify 
the global trends in property resourcing and discuss the application of these within 
the Australian public sector where some fervent application of the new property 
paradigm has resulted in considerable public criticism.   
The Australian public sector has adopted a number of facilities provision strategies 
which have resulted in critical review by audit commissions and reported financial 
losses.  The review of these facilities procurement processes will allow us to see 
where improvements can be made in the development of future property strategies.  
The outcomes of these recent public sector processes serve to show that the 
provision of facilities must be cost efficient and effective in support of Government 
service program. The development by the public sector of a long term strategic 
facilities plan linked to the overall direction of government, in place of ad hoc series 
of reactive investment and divestment decisions, is essential in maintaining public 
expenditure at optimum levels for efficient service administration.   
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Background 
The global recession of 1979 is largely seen as the catalyst for the significant 
structural changes which occurred throughout the eighties and nineties.  This 
heralded a period of privatisation, the relinquishment of control and financial 
responsibility for industries held by the State.  In the USA, airlines and telephone 
companies were handed back to the private sector.  In the public sector US agencies 
were exposed to market forces and expected to function as though they were private 
corporations in competition.  Osborne, D. and Geabler, T. (1992)  In the UK the 
newly elected Thatcher government quickly adopted the privatisation philosophy, 
disposing of many publicly owned assets including major public utilities. In 1979 state 
owned industries were losing $3billion per annum, however, sales of these assets 
between 1979 and 1990 raised $34billion to reduce net national debt by 12.5%.  
Moore John (1992) 87. At the same time the public sector was considerably reduced 
and much of the property assets of the state sold.  The extent of this privatisation is 
illustrated by the dramatic fall in the contribution made by the British public enterprise 
to the Gross Domestic Product which from 1979 to 1987 fell from 11.5% to 7.5%. 
Vogelsang Ingo (1990:95)   
In Australia microeconomic reform largely commenced under the Labour 
governments of Hawke and Keating 1983-1995.  The previous Fraser government 
had abandoned the goal of full employment and based its economic policy on fighting 
inflation and, as such, had laid the basis for microeconomic reform.  Elected in 1983, 
Hawke began the reform process with the floating of the dollar and a stated 
commitment to tight controls on government spending.  At the same time government 
refocus on its core service delivery, together with a need to release funds to retire 
debt, led to the privatisation of a number of Government Trading Enterprises, 
including inter alia the Commonwealth Bank and Qantas. The graph at Figure 1 
shows the rising level of Federal privatisations via both trade sales and public floats 
through the period 1991 to 1998. 
Value of Privatisations of Public Trading Enterprises in Australia
0
5
10
15
20
25
91/92 92/93 93/94 94/95 95/96 96/97
A
U
$b
 
Figure 1 Value of Privatisation’s of Public Trading Enterprises 
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Source; Reserve Bank of Australia 1997  
This level of government privatisation is one of the largest among OECD countries as 
illustrated in Figure 2, with Australia second only to the UK in value terms and 
second to New Zealand as a percentage of GDP. 
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Figure 2 International Privatisations 1990-1997. 
Source; Reserve Bank of Australia 1997 
 
In 1989 Hawke announced ‘The Machinery of Government Reform’ Directions in 
Government (1993:3).  The intention of the new agenda was to reform those sections 
of government with commercial potential in order to position them for privatisation.  
During the early 1990s policies of competitive tendering and contracting-out were 
introduced and led to a further contraction of government. In 1992 the then Prime 
Minister said,  ‘the engine which drives efficiency is free and open competition’. 
Keating, P.J. (1992), thus indicating the government's clear aim to increase 
competition within government service provision. 
 
In 1993 an independent inquiry published a watershed report the ‘Hilmer Report’, on 
National Competition Policy. Hilmer F et al (1993). The report had wide-ranging 
implications for government enterprises and departments with a series of 
recommendations designed to open up competition at all levels. The inquiry was a 
comprehensive investigation into all levels of enterprise in Australia, including all 
elements of competition policy.  From a government perspective much of the report 
focuses on the role of government trading enterprises and the privatisation of what 
could be considered government held monopolies. However, under the heading of 
‘Fostering Competitive Neutrality’ between government and private businesses, the 
report made a number of recommendations that are more generally applicable to 
government departments where they are seeking to tender works or compete against 
the private sector in securing contracts from other departments.  This milestone 
report was the wakeup call to public sector managers to begin a process of 
divestment and contracting out of a wide range of non core services. 
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The Australian Government’s principal review and advisory body on microeconomic 
policy and regulation, The Industry Commission, published a  report  ‘Competitive 
Tendering and Contracting  (CTC) by Public Sector Agencies’ Industry Commission 
(1996), which built on the Hilmer Report in specifically addressing the procurement 
practices of public sector agencies.  The report made a series of key 
recommendations, based on submissions received from industry and research 
undertaken, as to the most appropriate practices in procurement across a wide range 
of services. Figure 3 below, by way of example, shows the relative proportions of 
services being contracted out by three of the six States.  It is significant that in two 
cases property related facilities management services, cleaning and maintenance, 
both represent a considerable proportion of contracted services.   
 
Western Australia
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New South Wales
1993-94
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Figure 3  State Governments: Top contracted services by value (as a proportion of total 
contract expenditure).Source; Industry Commission (1996) 
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The key findings of the Industry Commission report were subsequently incorporated 
into government policy and compulsory competitive tendering, (CCT), was mandated 
across State and local government services which had previously been provided by 
in-house service departments.  The former Liberal government in Victoria vigorously 
embraced CCT requiring that, by 1997, a minimum of 50% of each local councils 
total expenses be procured through CCT.  Steane and Walker (2000).  The pace with 
which CCT implementation has occurred varied considerably such that, at the 
beginning of the new millennium some considerable disparity now exists between 
State and Federal governments despite strong Federal level coercion to implement 
change.  Political differences between States has meant that those which resisted 
the wholesale application of market provision during the 1990s are now able to learn 
from the experience of others and chart a course to best practice procurement 
through the coming years, incorporating CCT principles where appropriate .  
 
Facilities Procurement in Government 
The extent to which facilities procurement practices have changed varies 
considerably from State to State.  This range of differing practices is brought about 
by a number of political and economic factors which provide us with an array of 
strategies to examine and learn from.   
 
The largest and perhaps most instructive property portfolio belonged to the Federal 
Government.  The Commonwealth or Federal Government had a property holding 
which, while centred in Canberra, also comprised a great many properties in each of 
the States and Territories.  This estate had been changing in nature over the past 
few decades as attitudes to property ownership shifted.  In 1976 the government 
directly owned and managed 51% of the office space it occupied, by 1996 this had 
fallen to 34%.  The most dramatic change occurred, however, post 1996 when the 
level of owner occupied office space fell to virtually zero.   
 
The management of the office estate since the late eighties provides a case study in 
the rapid change in attitude to property holdings while, at the same time, presenting 
some considerable areas of concern in the manner in which such objectives are 
achieved.  In the late eighties the office estate underwent its first paradigm shift.  The 
recognition globally that property should no longer be considered a free good led the 
government to fundamentally alter the methods used to manage its estate.  The then 
Department of Administrative Services (DAS), through its division Australian Property 
Group (APG), embarked on a system of internal rental charges to occupier 
departments based on an internal lease type document or MOU. This public sector 
commercialisation was defined by the Australian National Audit Office. ANAO, (1992) 
as: 
 
‘The adoption of various business practices akin to those of the private sector. 
Commercialisation involves a switch in reliance by a department of state on directly 
provided appropriation based funds, in favour of funds received from clients in 
payment for products and services'  
 
This changed APG’s role, which was previously as a regulator of office space 
approving departmental requests against set space standards, to one of landlord.  
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Occupier departments no longer had to meet the occupancy standards but, 
alternatively, had to manage an accommodation budget.  Thus departments which 
were efficient in their use of office accommodation were able to apply surplus budget 
funds to improve other elements of service provision. This was particularly so after 
1994  when departmental property operating expenses were no longer separated 
from general operating cost. Department of Finance (1993).  It thus became possible 
for a department to make the decision whether to spend funds on office 
accommodation, staff recruitment or delivery of services.  In this way each 
department was effectively given responsibility for the management of its property 
affairs and was able to determine the most appropriate course of action within its 
budget constraints.  
 
This system saw a marked improvement in the performance of the estate with a 
much higher level of tenant awareness as to the costs of accommodation provision.  
The recognition of property as a valuable asset was to a large extent responsible for 
the significant reduction in the size of the owner estate by 1996.  An audit of the 
management practices in 1996 revealed that return from the portfolio was close to 
that of the broader market and significantly better in some areas. ANAO 29,1996 
 
The second major policy shift occurred in 1996 when, within the context of the 
1996/97 budget process, the government announced the formation of the Domestic 
Property Task Force.  This task force sought input from the private sector as to the 
best method of managing the estate and future ownership of property and led to the 
formation of a private sector advisory committee, the Commonwealth Property 
Committee (CPC). This group oversaw the division of the office estate into three 
regions and the sale of the management of those properties to the private sector.   
 
The privatisation of property management was shortly followed by the CPC’s  
establishment of the Commonwealth Property Principles in July 1996. These 
principles were developed by the CPC in conjunction with the Department of 
Finance, and state that: 
 
‘The Commonwealth should own property where the long-term yield rate exceeds the 
social opportunity cost of capital or where it is otherwise in the public interest to do 
so’ ANAO (2001) 
 
The hurdle rate applied to test the ownership criteria is in the range of 14% to 15% 
real rate.  It is quite obvious that the vast majority of real property assets will not pass 
this high hurdle rate and as a consequence, a rolling programme of asset disposals 
commenced.  The use of a social opportunity cost of capital and the adoption of the 
15% hurdle received much criticism at the time that it was launched and 
subsequently in a National Audit Office review of the process.  The basis upon which 
the hurdle rate was fixed is an interesting lesson in property financing. The 
Department of Finance in 1998 explained the process to the Senate as follows:  
 
‘Given that the cost of capital to the Commonwealth is around 12–14 per cent the 
hurdle rate of 15 per cent used in the financial analysis of the Government’s domestic 
property holdings was arguably too low. The evidence suggests that hurdle rates in 
the private sector are commonly 15 per cent after tax and that some companies 
involved in property development use hurdle rates in excess of 25 per cent. At the 
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time the decisions were taken on domestic property, the hurdle rate adopted by 
Commonwealth GBEs began at around 15–20 per cent. The Commonwealth 
Property Committee therefore erred on the side of caution using a hurdle rate of 15 
per cent. The consequences of this decision would therefore have been that 
properties that would not meet a higher hurdle rate would have been retained. The 
Government would, however, be able to dispose of such properties at a later date’.  
DOF Submission to Senate Finance and Public Administration References 
Committee February 1998  
 
To defend the CPP hurdle rate of 15% against criticism, DOF subsequently 
employed consultants on three separate occasions to advise them of an appropriate 
measure to apply to the own/sell decision.  The first two consultants adopted similar 
rationales to arrive at a hurdle rate.  They utilised the Capital Asset Pricing Model 
(CAPM) to estimate the expected return from real property in Commonwealth 
occupation. The first  used a risk free rate of 6% and a beta for property estimated as 
between 0.4 and 0.6, where a most likely estimate of return is 10%.  The second 
consultant, reporting in 1999, was a little more conservative with an expected return 
between 9 and 11%, recommending the adoption of the higher rate as a maximum.  
The third consulting firm, hired in December 2000, adopted a slightly different 
approach by applying the total market risk beta of 1 to the risk free rate and then 
adding a further 2-3% allowance to reflect the risk associated with property, thus 
arriving at a figure of 15%. The first two consultants adopted similar approaches to 
determine the appropriate hurdle rate, while the third consultant used a global market 
risk and added an additional margin to reflect property risk.  This latter approach 
uses unconventional methodology but was adopted by the Department of Finance 
and supports the CPP hurdle rate figure of 15% used in the earlier property 
disposals. ANAO (2001) 
 
It follows that, based on the adopted hurdle rate of 15%, the majority of properties 
evaluated against the property principles were earmarked for disposal. A handful 
were retained and of these only one property was retained on public interest grounds 
due to the sensitivity of its location within Canberra.  Indeed, some properties that 
exceeded the hurdle rate were somehow also included in the disposals program.  
The effect of applying the CPP was the identification of 59 major properties for 
disposal with a market value of AU$1.05b.  This major proportion of the commercial 
estate was packaged to achieve optimum income and disposed of over a period of 
three years, between late 1996 and 2000. It was the largest property disposal 
program undertaken within Australia and accounted for a significant proportion of the 
total market sales during the period.  What is perhaps more significant is that the 
disposal program accounted for a 20% or $140 million write down in values.     
   
The change in attitude to property ownership which occurred in 1996 has received 
some criticism, most notably in an Australian National Audit office Report which 
found a number of flaws in the approaches used to determine which properties 
should be retained at the time.  The 15% hurdle rate was coupled with a devaluation 
of the properties by an average 20% as a result, in part, of tenancy changes.  This 
meant that few properties exceeded the hurdle.  The earlier leaseback arrangement 
for tenants resulted in many departments vacating some or all of their 
accommodation prior to sale, thus reducing the rental stream and devaluing the 
property.  The flow of government tenants from the owned estate reduced the 
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occupancy level by government and reduced the value of the government’s rental 
covenant within the properties.  The number of properties offered for sale, due to 
their not meeting the desired rate of return, was further boosted by applying the 
hurdle rate to the previous market valuation, not the revised market value at which 
the properties were to be sold. This further overstated the return needed to retain an 
asset.  Had the current value or sale price been used with the rental stream to apply 
the hurdle rate, then the number of properties to be sold would have been 
dramatically reduced. ANAO (1996) 
 
The argument still continues about the most appropriate hurdle rate, 11% or 15% 
with the Department of Finance defending its decision. Aside from this debate, there 
remain many other questions about the disposal process which can be instructive to 
future procurement decisions.  The disposal program was undertaken between the 
end of 1996 and 2000, a time in which the Australian property market was somewhat 
depressed with large vacancy factors, low rentals and consequently low capital 
values across most markets. The result of offering a very substantial portfolio of 
properties into this market was a less than optimal sale price.  Indeed the ANAO 
(2001) audit reveals a 20% discount to the property valuation.  Further investigation 
of this discounting shows that, of the 47 properties disposed of for which pre-
disposals program valuations are available, only 7 achieved sale prices at or above 
their 1994 valuations.  The portfolio sold at approaching a 20% discount to valuation 
with 22 of the 41 properties studied returning less than 60% of valuation.  The lowest 
figure achieved being just 25% of valuation.    Even the best sale of a high grade, 
eight year old office tower in Sydney achieved just $3,130/m2 NLA compared to 
current  ‘A’ Grade figures of $6,800/m2  in the Sydney market and an original 
construction cost to the tax payer of $4,300/m2 Colliers Jardine (2001) Thus, despite 
some very successful sales which achieved good figures, the total sales proceeds 
were some $140,000,000 short of valuation. 
 
A number of explanations can be given for the relatively low sales proceeds 
compared to pre-sales valuations.  It is true that, at this time, the market was very 
depressed with low rentals, significant lease incentives and high vacancy rates, all of 
which would depress the value of these properties. It is also true that, in the context 
of the Australian property market at the time, the placement of such a large portfolio 
over a short period affected the prices investors were willing to pay.  There are, 
however, a number of issues related not to the general market at the time but to the 
management process leading up to the divestment program which served to reduce 
the value of the assets. The purchasers of these assets were generally only 
interested in buying a rental stream secured by a government covenant, however the 
leaseback arrangements prior to sale reduced the rental levels and subsequent sale 
price. 
 
Many of the properties sold by the Federal government had significant vacancies at a 
time when the market had an oversupply of office accommodation thus reducing the 
cash flow and security of a government covenant to pay rent.  The vacancy rate was 
high as a result of two factors. The first, a reluctance through the early nineties to fill 
vacant owned accommodation with non-government tenants where no current 
demand existed within the government.  The leasing of temporarily surplus 
accommodation was seen as competing with the private sector and also as a security 
risk.  The second, the policy change to allow departments to negotiate rental deals 
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gave them freedom of choice to move unchecked from owned office towers into 
privately owned accommodation.   It was earlier noted in this paper that the 
percentage of owned accommodation dropped from 51% in 1976 to just 34% in 
1994, but these figures hide the fact that the owned estate increased in size in this 
period by 8%. Thus the leased estate underwent a phenomenal increase at a time 
when government was seeking to reduce the numbers of public servants.   The result 
of the increased reliance on leased accommodation was a greater level of vacancy in 
owned offices which, in turn, led to reduced levels of government lease back deals 
on sale.  The high vacancy rate and low passing rents associated with the estate go 
a long way to explain the poor asset sales achieved, particularly in what was a 
depressed market.  
 
There are a number of lessons we can all learn from the Commonwealth 
Government experience and the methodologies employed in identifying an 
appropriate and efficient provision of facilities solutions for the delivery of 
organisational goals.  The Commonwealth Government had what was one of the 
largest property portfolios in Australia and, until the late 1980’s, had managed the 
estate by providing regulatory standards.  The dawning of property reform enabled 
government to rethink its strategy and to trial a number of approaches to property 
service delivery.  Some of the early initiatives of freeing departments to make their 
own property choices within a user pays framework showed promise of reducing 
costs and increasing efficiency, albeit at a modest rate of change.  The latter phase, 
which effectively resulted in a move out of direct ownership of real property, also 
served a number of objectives often associated with the process of outsourcing, 
namely a reduction in cost of service provision, a release of capital tied up in the 
provision of property and the removal of an administrative burden in the form of a 
large bureaucracy of public servants managing the property process.  
 
There is little doubt that the process adopted by the Commonwealth relieved 
government of the burden of property development and the provision of commercial 
property management services, relying instead on the market to provide these 
services at a competitive rate.  The question that this approach does not answer, and 
is only partially addressed in the audit report of the disposal process, is does this give 
the service department and ultimately the tax payer the best outcome both financially 
and in operational efficiency terms? 
 
Conclusion 
The lessons we can all learn from this disposal process is that property is a long term 
proposition and that rapid policy change, if not integrated into a whole of life asset 
plan cognisant of market conditions, can have a marked affect on the value of assets.  
The experiment by government in new procurement strategies incorporating 
unrestrained use of market forces and a preference for short horizon reductions in 
transaction costs against a consideration of medium term broader issues, does not 
produce the best outcome for society. Steane and Walker (2000)   
 
The lack of a coordinated Facilities Plan which integrates the governments long term 
service and policy agenda with the facilities under management and the wider market 
within which they operate will not provide optimum efficiency.  The practice of chop 
and change  in procurement policy can lead to instability in the returns from the 
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properties and a consequential increase in the apparent risk to investors.  As we 
have seen in the case of the Commonwealth Government’s approach, an initial 
strategy of competitive market equivalent provision of commercial office 
accommodation would have led, over time, to an equilibrium of owned to leased 
facilities which were market competitive and aligned with long-term service 
objectives.  The decision to change to a wholly outsourced provision of property 
services could have provided a long term strategic position freeing up capital to retire 
debt.  However, the implementation of both strategies within a relatively short period 
of time served to reduce the overall effectiveness of the outcome. The loss of value 
to the government of some 20% of what might have been realised from a more 
appropriate implementation of either scheme independently demonstrates the lack of 
a high level strategic facilities plan and a poor and inappropriate outcome for the 
public.    The public sector should not be afraid to use its obvious market power in 
either owner-occupier or leasehold property procurements, but should use its position 
to add value to the overall service delivery objective via a business integrated 
strategic facilities plan. Government and similarly private sector organisations should 
adopt a clear long-term facilities resource plan which benefits the public or 
shareholders at large not the short term management fashions of the day. After all as 
it is well known, being slaves to fashion invariably results in an expensive lifestyle. 
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